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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

May 7, 2014 Volume 7 Issue 87

Market Overview

Quantifiable Edges 1-day Risk/Reward Outlook Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bullsh  Bearish Bulish

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing
Long 100% Long XIV Flat

Tonight’s Research Points

e Moving from a 7-day high to a 7-day low in just 1 day has led to additional
selling in the past.
e 5 gaps lower in a row often suggest an upside edge.

Short-term Outlook

The Bottom Line
Evidence is leaning bullish and the market is short-term oversold. 1 will look to take on a

small amount of index exposure.
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Summary of Recent Active Studies (see Letters from listed dates for details)-NOT
UPDATED

Study Date Description Time span |Bias Avg Max Move
Active - Short Term

May 6, 2014 Up < 0.25%but top 10% of range 1 day Bearish

May 6, 2014 SPX up VIX up Monday 10 high>200 1 day Bearish

May 5, 2014 3 Higher Hi, Low, Close, then down closd 1-4 days Bullish 1.50%
May 5, 2014 SPX down. Up issue % > 55% 1-3 days Bullish 1.10%
April 29, 2014 High-volume up day 1-10 days  |Bullish 2.50%
April 24, 2014 5 Days up then 1 down. < 50-high > 200[1-9 days Bullish

Active - Long Term

May 1, 2014 3 of 4 Market Timing Indicators weak |int term Bearish

April 28, 2014 Sell in May 6 months Bearish

April 22, 2014 5 Days Higher < 50 but > 200 1-15 days Bullish

April17, 2014 3 days up gain 2%. 3/10 Offset HV<0.25]|1-19 days Bullish

April 7, 2014 SPX new high while NDX huge drop 1-50 days  |Bullish

December 23, 2013 QE Tapering int term Neutral

July 22,2013 New High Divergence (Study of Tops) |int term Bearish

February 1, 2012 Golden Cross int term Bullish

Dropped Tonight

April 22, 2014 5 Days Higher < 50 but > 200 1-10 days Bullish

The Evidence

Last night’s 1-day studies played out as suggested with a substantial down day on
Tuesday. The SPX declined 0.9%, the NASDAQ dropped 1.4%, and the Russell 2000 fell
1.6%. Breadth was slightly negative as the NYSE Up Issues % came in at 32% and the
Up Volume % was 25%. Total NYSE volume rose some from Monday’s level.

The message from the Quantifinder was mixed today with one bearish and one bullish
study emerging. I’ll show both below.

The first study was last seen in the 4/10/12 subscriber letter. It examined other times
where the SPY opened the day with a gap down five days in a row.

SPY gaps lower for exactly the Sth day in a row.
Buy on clse. Sell X days later. $100k/trade 1993 - present.

X | awnet | G nglosng A% | Waning | Wining | Losng | Losing wilLoss, A | ALAW
DE].YS Frofit Irades Trades Tn=.|u:|»35F‘rcﬁmabIE Trade Trade Trade Trade Ratio Profittactor)  Trade
5| 60,503.56 24 14 10 58.33| 524063 19,3%3.00| -1286.53| -3,070.17 407 570
4| 5304358 24 13 11 5417 472554 17,914.00 -76213| -2,081.72 5.20 7.33
3| 52,359.56 24 17 7| T0.B3| 3,37RTT| 1470835 -72566| -2305.68 4 66 11.3
2| 4402621 24 16 8| 6667 313220( 1263350 -88112| -2,084.18 362 725
1| 2333929 24 15 9 6250| 2176.36| 11863371 | -1,03401| -224443 210 351

23 of 24 ihstances closed abo;;e the entry price at some poinut in
the next week. The 1 that failed occured on 6/24/2002.
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Results here appear very strongly bullish. One reason | find this study so interesting is
that it only uses opening prices. It doesn't even take into account how the SPY closed on
the day of the entry trigger. It's somewhat unusual to see this gap action take place day
after day since there are only 24 examples of five consecutive gap down openings. But
when futures are being pushed lower each morning, allowing institutions to perhaps buy
at a discount on a consistent basis, it certainly seems to suggest an upside edge going
forward.

Below is an equity curve showing how this edge has played out over time using a 3-day
exit.

SPY gaps lower for exactly the 5th day in a row.
Buy on clse. Sell 3 days later. $100k/trade. 1993 - present.
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Definitely not the smoothest curve here. Much of the strength in the numbers is thanks to
instances 18 and 19. But even if you took them out the curve would be heading higher
for a long time. So this study still appears worthy of consideration.
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But there was also a bearish study. For one, the move from a 7-day high to a 7-day low is
something that has been met with further selling in the past. This was last seen in the
11/8/12 letter. Results are updated.

SPX closes at a 7-day high yesterday and a 7-day low today. Close = 200ma.
Buy on close Sell X days later. $100k/trade 1960 - present
. All: All: All: . All: Avg All: Max All: Avg All: Max All: . .
X ’Bglr';:_:t Total |Winning|Losing Plﬁltl'.rt:irle Winning Winning Losing Losing |Win/Loss Prntfr:-lléc’[m ﬁ}”&ﬁ?
Days rades| Trades Trades Trade Trade Trade Trade Ratio
5 42 20 22 4762 1,33260) 359432 -163080) -4.684.75 0.81 0.73 -230.14
4 - 43 18 25 41.86| 138565 287388 -142484| -3,895.78 0.97 0.70 -247.93
3 43 18 24 4419 74527 215882 -1121.45) -3,52038 0.66 0.53 -296.62
2 - 43 18 25 41.85 5594 .51 243750 -B28.78 3,811.48 075 0.54 -248.04
1 43 19 24 4418 617.83| 200236 -715.58| -3,794.40 0.86 0.66 -126.40

Numbers here are still bearish. Below is the equity curve.

SPX closes at a 7-day high yesterday and a 7-day low today. Close = 200ma.
Buy on close. Sell 3 days later. $100k/ftrade. 1960 - present.
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Pretty steady looking curve for a bearish edge in an uptrend. So | threw both studies into
the Aggregator tonight.
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| have updated the Aggregator chart below.

4 TradeStation Chart Analysis - SSPX.X Daily [CBOE] S&P 500 Index Bl ole=s
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The mix of studies tonight caused the green Aggregator Line to rise further above O.
Positive readings mean net expectations from the Active List are for upside over the next
few days. Meanwhile the black Differential Line also rose further above 0. The positive
Differential Line reading means the SPX is oversold versus recent expectations. So
expectations are positive and the SPX is oversold. This is considered a bullish
configuration. Bullish configurations are visible on the chart whenever both lines close
above 0. Therefore the Aggregator signal stayed long at the close.

Based on the current active studies, expectations are slated to remain positive on
Wednesday. This could change if strong bearish evidence emerges. The Differential
Pivot will be 1885.55 on Wednesday. That is nearly 1% above Tuesday’s close. So for
SPX to move back to an overbought state, it will take a strong close higher on
Wednesday.

I’ve avoided buying the last few days because expectations were muted and the market
was in the upper end of its short-term range — overbought by some measures. Tuesday’s
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pullback took care of some of that. Most of the evidence still points up. And Tuesday’s
selloff made the price of entry quite a bit cheaper. SPX is now oversold using several
short-term metrics. With all this in mind, I like the long-side edge enough that 1 will look
to begin scaling in to a position. Details are in the Trade Ideas section near the bottom of
the letter.

Intermediate-term Outlook (2 weeks — 2 months) — updated 5/5- slightly bearish

The intermediate-term outlook was last updated in the 5/5/14 Letter. It can be found in
the most recent weekly letter on the website.
http://quantifiableedges.com/current-weekly-letter/

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

None

Catapult for ETF’s Trades
None

Broad Market Large Cap CBI -0

Additional New Trade ldeas

A full listing of system triggers can be found at the numbered systems page each night. |
will cherry pick some of my favorite setups from the S&P 100 and ETF lists along with
occasional other trade ideas to track below.

SPY — buy % index position @ $186.78 LIMIT. This is based on the short-term
outlook above. I will look to start scaling in to an index position.

Current Open Trade Ideas
None

This report has been prepared by Hanna Capital Management, LLC and is provided for information purposes only. Under no
circumstances is it to be used or considered as an offer to sell, or a solicitation of any offer to buy securities. While information
contained herein is believed to be accurate at the time of publication, we make no representation as to the accuracy or completeness of
any data, studies, or opinions expressed and it should not be relied upon as such. Robert Hanna, Hanna Capital Management, LLC or
clients of Hanna Capital Management, LLC may have positions or other interests in securities (including derivatives) directly or
indirectly which are the subject of this report. This report is provided solely for the information of Hanna Capital Management, LLC
clients and prospects who are expected to make their own investment decisions without reliance upon this report. Neither Hanna
Capital Management, LLC nor any officer or employee of Hanna Capital Management, LLC accepts any liability whatsoever for any
direct or consequential loss arising from any use of this report or its contents. This report may not be reproduced, distributed or
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